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QUESTION 1 [10 marks] 
 
QW is a company that manufactures machine parts from sheet metal to specific customer order 
for industrial customers. QW is considering diversification into the production of metal ornaments. 
The ornaments would be produced at a constant rate throughout the year. It then plans to sell 
these ornaments from inventory through wholesalers and via direct mail to consumers.  
 
Presently, each of the machine parts is specific to a customer’s order. Consequently, the company 
does not hold an inventory of finished items but it does hold the equivalent of one day’s 
production of sheet metal so as to reduce the risk of being unable to produce goods demanded 
by customers at short notice. There is a one day lead time for delivery of sheet metal to QW from 
its main supplier though additional supplies could be obtained at less competitive prices.  
 
Demand for these industrial goods is such that delivery is required almost immediately after the 
receipt of the customer order. QW is aware that if it is unable to meet an order immediately the 
industrial customer would seek an alternative supplier, despite QW having a reputation for high 
quality machine parts.  
 
The management of QW is not aware of the implications of the diversification for its production 
and inventory policies. 
 
 
 
YOU ARE REQUIRED TO: 
  
1.1) Compare and contrast QW’s present production and inventory policy and practices 
with a traditional production system that uses constant production levels and holds 
inventory to meet peaks of demand.  (5)  
 
1.2) Discuss the importance of a Total Quality Management (TQM) system in a just-in-time 
(JIT) environment. Use the company QW to illustrate your discussion. (5)  
 
(Total for Question Three = 10 marks)  
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QUESTION 2 [10 marks] 
 
The following details show the direct labour requirements for the first six batches of a new 
product that were manufactured last month: 
 
 Budget Actual 
Output (batches)  6 6 
Labour hours  2,400 1,950 
Total labour cost  R16,800 R13,650 
 
The Management Accountant reported the following variances: 
 
Total labour cost variance  R3,150 favourable  
Labour rate variance  Nil  
Labour efficiency variance  R3,150 favourable  
 
The Production Manager has now said that he forgot to inform the Management Accountant that 
he expected a 90% learning curve to apply for at least the first 10 batches. 
 
 
YOU ARE REQUIRED TO: 
 
2.1) Calculate planning and operational variances that analyse the actual performance 
taking account of the anticipated learning effect. (6)  
 
Note: The learning index for a 90% learning curve is -0.1520.  
 
2.2) Explain the differences between standard costing and target costing.  (4)  
 
(Total for Question Five = 10 marks) 
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QUESTION 3 [10 marks] 
 
PART A                      (6 MARKS) 
 
During the preparation of the budget for the year ended 31 December 2002, the accountant of 
Blenko Ltd, a company which manufactures and sells a product called the Wibbet, realises that the 
material used in the manufacture of the Wibbet is likely to be a budget constraint. 
 
 
YOU ARE REQUIRED TO: 
 
3.1)  Provide three reasons why the material may be a budget constraint.  (3) 
 
3.2)  Suggest ways in which Blenko Ltd can mitigate this constraint. (3) 
 
 
 
 
PART  B          (4 MARKS) 
 
"A budget is a forecast."  
 
"A budget is a target." 
 
"A budget is an allocation of resources." 
 
"A budget is a measuring rod." 
 
 
 
YOU ARE REQUIRED TO: 
 
Discuss any conflicts that are inherent in the above views of budgets. Discuss the general validity 
of each of the statements and give your own views on the nature of budgets.  (4) 
 
 (Total for Question Three = 10 marks) 
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QUESTION 4 [10 marks] 
 
Division X has developed a new product that requires a custom-made fitting.  Another division in 
the company, Division T, has both the experience and the equipment necessary to produce the 
fitting.  Division X has approached Division Y for a quoted unit price based on the production of 
5 000 fittings per year. 
 
Division Y has determined that the fitting would require variable costs of R8 per unit.  However, 
in order to have time to produce the fitting, Division Y would have to reduce production of a 
different product, product A, by 3 500 units per year.  Product A sells for R45 per unit and has 
variable costs of R25 per unit. 
 
 
YOU ARE REQUIRED TO: 
 
Calculate the transfer price that Division Y should quote to Division X for the new fittings.     
(10) 
  
 (Total for Question Four = 10 marks) 
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QUESTION 5 [10 marks] 
 
HT manufactures and sells consumer goods. The market in which it operates is highly competitive 
and HT is constantly designing new products in order to maintain its market share. The life cycle 
of products in the market is extremely short with all of the manufacturers constantly introducing 
new products or variations on existing products.  
 
Consumers consider two main factors when buying these products: price and quality. HT uses a 
penetration pricing policy when launching its products and is always striving to improve its quality 
from product design stage through to customer care. As a result it has a 15% market share, and 
its largest competitor has a 6% market share with around 30 other companies sharing the 
remainder of the market. 
 
 
YOU ARE REQUIRED TO: 
 
5.1) Compare and contrast:  
• Costs of quality conformance; and  
• Costs of quality non-conformance. (3) 
 
5.2) Discuss the relationship between quality conformance costs and product selling 
prices in HT. (4) 
 
5.3) Explain how Kaizen principles could be used by HT to extend the life of its 
products.      
 (3)  
  
 (Total for Question Five = 10 marks) 
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QUESTION 6 [25 marks] 
 
A manufacturer of electrical appliances is continually reviewing its product range and enhancing 
its existing products by developing new models to satisfy the demands of its customers. The 
company intends to always have products at each stage of the product life cycle to ensure the 
company’s continued presence in the market.  
 
Currently the company is reviewing three products:  
 
Product K was introduced to the market some time ago and is now about to enter the maturity 
stage of its life cycle. The maturity stage is expected to last for ten weeks. Each unit has a 
variable cost of R38 and takes 1 standard hour to produce. The Managing Director is unsure 
which of four possible prices the company should charge during the next ten weeks. The following 
table shows the results of some market research into the level of weekly demand at alternative 
prices: 
 
Selling price per unit  R100 R85 R80 R75 
Weekly demand (units)  600 800 1,200 1,400 
 
 
Product L was introduced to the market two months ago using a penetration pricing policy and 
is now about to enter its growth stage. This stage is expected to last for 20 weeks. Each unit has 
a variable cost of R45 and takes 1.25 standard hours to produce. Market research has indicated 
that there is a linear relationship between its selling price and the number of units demanded, of 
the form P = a - bx. At a selling price of R100 per unit demand is expected to be 1,000 units per 
week. For every R10 increase in selling price the weekly demand will reduce by 200 units and for 
every R10 decrease in selling price the weekly demand will increase by 200 units.  
 
Product M is currently being tested and is to be launched in ten weeks’ time. This is an innovative 
product which the company believes will change the entire market. The company has decided to 
use a market skimming approach to pricing this product during its introduction stage.  
The company currently has a production facility which has a capacity of 2,000 standard hours 
per week. This facility is being expanded but the extra capacity will not be available for ten weeks. 
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 YOU ARE REQUIRED TO: 
 
6.1) (i) Calculate which of the four selling prices should be charged for product K, in order 
to maximise its contribution during its maturity stage;  (3)  
 
and as a result, in order to utilise all of the spare capacity from your answer to 
(i) above,  
 
(ii) Calculate the selling price of product L during its growth stage.  (6)  
 
6.2) Compare and contrast penetration and skimming pricing strategies during the 
introduction stage, using product M to illustrate your answer.  (6)  
 
6.3) Explain with reasons, for each of the remaining stages of M’s product life cycle, the 
changes that would be expected in the  
 
(i) average unit production cost  
(ii) unit selling price  (10) 
  
 (Total for Question Six = 25 marks) 
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QUESTION 7 [25 marks] 
 
Schreuder Limited manufactures children’s clothing.  The head office is in Johannesburg and there 
are two autonomous departments, one in Cape Town and the other in Durban. 
 
Both departmental managers are responsible for all facets of the department's activities, including 
income, expenses, the financing and purchase of assets and net operating capital management.  
The head office debits the departments with the indirect costs as it deems it necessary. 
 
The financial results of the Durban department for the three years from 19X1 to 19X3 are as 
follows: 
 
 19X1 19X2 19X3 
 R'000 R'000 R'000 
Departmental sales 6 300 7 000 7 150 
   
   
Direct costs 2 580 2 980 3 170 
Depreciation: 
Machinery and equipment    15    14    18 
Lease of factory     40    45    45 
Maintenance and repairs    262   301   320 
Indirect production costs 2 678 2 730 2 452 
Head office expenses (allocated)   630   680   750 
  Total expenses 6 205 6 750 6 755 
 
Net income    95   250   395 
 
BALANCE SHEET 
 
Assets employed 
  Machinery and equipment (Book value)   265   238   250 
  Net current assets   900   910   750 
 Current assets 1 260 1 490 1 655 
 Current liabilities   360   580   905 
 
The following information relates to the Cape Town department: 
 
 19X1 19X2 19X3 
1. Return on net investment 6,5% 17,2% 37,6% 
2. Residual income (in R'000) (420)  59 1 342 
3. Machinery and equipment at book value (in R'000)   265  238   250 
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Notes: 
 
1 The performance of the departments and of the departmental managers is measured by 
their return on investment before taxation. 
 
2 The department in Durban was created 14 years ago and leases factory premises. The 
factory has the same production capacity as the Cape Town department. 
 
3 The department in Cape Town was created 4 years ago, and as no acceptable factory 
premises could be found, they constructed their own factory. 
 
4 Both departments have a required rate of return of 16%. 
 
5 The department in Durban is more labour intensive than the more modern Cape Town 
factory. 
 
The head office is concerned that the current return on investment is not the most suitable 
measure of performance, and asked you to use other methods, including the residual income 
method, to analyse the performance of the departments. 
 
 
YOU ARE REQUIRED TO: 
 
7.1) list the advantages and disadvantages of the return on investment and residual income 
methods for the evaluation of performance with reference to the two departments;            
  (10) 
7.2) calculate the following in respect of the Durban 
department: 
          
 
  the return on net investment  
  residual income   (10) 
 
7.3) based on your calculations in (7.2), explain with reasons which department in your 
opinion had performed the best over the period.                                                    (5) 
 
 (Total for Question Seven = 25 marks) 
 
 
 
 
